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(U) TAIWAN-PRC ECONOMIC RELATIONS 



Summary 

J U \ Annual indirect trade between Taiwan and 
the People's Republic of China (PRC) now totals 
about $1.6 billion, three-quarters of which is 
exports from Taiwan. Because many businesses- 
including major Japanese trading companies—are 
becoming more active in pursuing such trade, it may 
continue to grow at an average rate of 15-20 percent 
a year for quite some time. Thus, Taiwan's indirect 

IfiTwfi^ th - P ?L? ay total * 3 billon in 1990 and 
$6-8 billion in 1995. PRC exports to Taiwan are 
unlikely to exceed $2 billion by 1995 if trade 
continues to be conducted on only an indirect basis. 

(C) Were Taipei to change its current policy 
and permit completely open trade with the PRC, 
Taiwan might export $15-20 billion a year to the 
mainland within 10 years. PRC exports to Taiwan 
could rise as high as $5-10 billion. In such an 
eventuality, Taiwan would be able to boost its 
average annual economic growth rate from an expected 
5-6 percent to probably 7-9 percent through the end 
of the century. While the larger PRC economy would 
not gain much in terms of economic growth from 

„ u C 5 fc 5 ade With Taiwan ' the political benefits of 
such trade might strengthen the hands of those 
tayoring economic pragmatism and, thus, indirectly 
help to sustain high rates of growth on the 
mainland . 



* * * 



Overview 



< (C) While the authorities on Taiwan forbid 
their people to trade directly with the PRC 
Belong encourages trade with Taiwan and admits 
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s S dUty ,f5! e - Indeed ' the terra "indirect trade" is a 
littl * pleading. Although Taiwan's entrepreneurs do not nego- 
tnrt \ dlr ? ct ^ w } th their counterparts in the PRC, they generally 
work knowingly with intermediaries in Hong Kong and elsewhere 
These intermediaries have broad authority and generally get ail 
parties to agree to technical issues-e.g. , qullity and quantity 

roa^!^ 



or payment — before goods leave Taiwan. 

(C) Of the $1.6 billion annual indirect two-wav trad» ho<- U a<»n 
Taiwan and the Chinese mainland, 60-7 0 percen t is conducted throng 
Hong Kong with the remainder going throSgS Japa" members of the 9 
exnh^f 10 " ° f S ^ theast Asian Nat i°ns (ASEANK and via clandestine 
exchanges among fishermen in the Taiwan Strait (see table p? at: 

""iftnn^n^ "J 13 ^ 6 statisti °s show Taiwan exported about 
aboSt tloa °if. e . PR ? via Hong Kong in 1985 and took back 
^extil! , h iiiiS 11 . 1 ? l ?P?" s : Exports have been largely 
textile and other industrial inputs, building materials and 

air C ^i? al consumer g° ods - Imports have conlisted mosUy of 
mldiciies" V'^cta. and herbs and traditional Chinese 

~^? de / ia 0k i nawa ' Singapore, and other ASEAN ports is diffi- 

, t ° f q " antlfy ' B " manv shipping firms serve all the 

chfnnMf/?! are ?' and ifc is Possible that $300 million is 
channeled through these ports. 

"fnd ?ffw^n a ff FU H la ? Ptovince c ^im that some 2,000 Fujian 
^rh a i» 3 2 ? lsh } n * boats engage in trade on the high seas. 
fnHn = . " T lnv ° lves a lar 9e variety of agricultural and 
iuiio"; yla? aUegedl * totals a "°ther *300-plus 

well-estahf^h»H n ^ a - le fc hat major Japanese trading companies with 
well-established offices in both the PRC and Taiwan are now 
becoming more venturesome in indirect trade. Thai? growina activ 

sma!!' reoinn! d the c0 "tinually expanding operations of the 

small, regional entrepreneurs who traditionally have led the 

owing in part to PRC effort, 11 r ? deo ^ ned almost 30 percent- 
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(U) Estimated Taiwan-PRC Trade 
IUS? millions) ' 



1979 1980 1984 1985 

Taiwan exports to 
PRC via: 

!?? n ? Kong 21 242 430 800 

^shermen 39 100 140 250 

0ther 10 _58 130 250 

7 ° 400 700 1,300 

PRC exports to 
Taiwan via-; 

Hong Kong 56 78 130 200 

Fishermen 24 30 45 sn 

Other io _£ H H 

90 130 220 300 

Total two-way 
trade via: 

Hong Kong 77 320 560 , nn 

63 130 "5 ' 0 

0ther 20 _80 175 300 

160 530 920 1,600 



Trade and Growth 
(U) 



— i.Ji!!* If , ex f stin g political restrictions imposed by Taipei were 
relaxed or eliminated (a course of action that was again rejected bv 

nextTs ^? f a ?2 Pl6nUm and is n0t to be adored in the 

?™L nl ¥2 ars) ' the economic potential for expanded PRC-Taiwan 

g owth ifi3fn?S 1 LS,n 1 ?? 9 Taiwan ' s "cord-setting pace of ecSnomi 
?q?3 an* *i Population has grown from 8 to 19 million since 

1952, and its export-oriented economy has averaged 8.7 percent a 
hiSheIt a J a te°S? ^ ti0nal P roduct growth. That appears to be the 
or 1 2 f economic 9 rowth ov er a 33-year period of any medi 
or large-sized economy in the history of the world. Only the 

fas^rover^r^L°. f - Si ? 9ap0re dnd HOng Kong have grown ^rginally 
easier over the same timeframe. 

exceeds'is^on 3 ^'^" 0 !! 0 ^ matuces "^s per capita GNP now 
m™?™ $3 , 200--the US and Japan may increasingly resist a con- 
tinuing hl gh rate ot growth in imports from Taiwan. If so, the 
island s economic growth rate is likely to decrease, unless other 



1C 



ium- 
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export markets can be expanded. Host less developed countries and 
European markets are not good candidates for expansion because they 
are Unuted by debt problems and trade barriers. 

(C) The large and growing PRC market has no debt problems. 

G»n^' H and ° ffioiall y welcomes goods from Taiwan. Copulate ' 
General Hong Kong reports: 

"Beijing appears to be placing more importance on its trade 
with. ..South Korea and Taiwan, The success of these newly 
industrializing Asian economies has given them the kind of 
intermediate technology that China considers appropriate for 
its development needs and is eager to acquire." 

(0) Present projections by Data Resources, Inc. (DRI) and 

?araI S ^ n ^ Cate PRC .' S ° NP in 1995 WU1 be *^ twice as 

large as the present United Kingdom economy or about equal in size 

t?„*-A ? rese ? fc w ! st German economy. Although the PRC recently has 

b ?ofl^ P ° rtS °5 consumer goods-because trade deficits in 1984 

^M reW ^tremely rapidly-its long-term plan is for steady 

and significant growth in trade through the end of the century. 

hn arlV M *;3? r cate 9° ries of exports from Taiwan that are likely 
fnn?S5 ra P ldl y--P a rticularly in the event of direct trade- 
include chemicals, textile inputs and machinery, industrial 
tasteners, machine tools, pumps, agricultural machinery, motor- 
a" 1? p°il lVe P ? CtS ' con ^ruction materials, communication 
f' S le fJ ric ;i" pow ? r a PP a "tus, canned goods, and dairy 
a f j ' hG °^ er side of the led 9 e <' the PRC could poten- 
lotl y on P h s i? nifl ? ant amounts of grain, soybeans, cotton, 
coal, oil, and mineral products to Taiwan each year. 

(U) Trade Balances 

tran^ia PRC \ vie ? S Ta i wan as a 9^ of China and sees increased 
hho?!/ 3 a ?£ e £ toward even tual reunification. It is likely, 
therefore, that the PRC would tolerate a large bilateral deficit 
to ItiLrl lt r worldw i de c«"«t account was in surplus or close 
to balance Current forecasts by DRI indicate that the PRC will 

mos 519 ?^?" CUr T fc aCC ° Unt surplu ^s for the decade of the 
1990s. Those forecasts assume no direct trade with Taiwan buf 
imply that indirect imports will be j>6-8 billion in 1995? 

Were direct trade to develop, the PRC probably would still 
maintain a worldwide surplus on its 1995 cu?rent account, Iven if 
it imported as much as $20 billion from Taiwan. Likely moderate 

increa s :rin n e^or^ ial i"P° rta fr ° m ° ther nations and^derate' 
inr?^ ! ex P° rts ^ Taiwan would leave the PRC with a 1995 

WlnnlSir^ fo^ as t t? UrPlUS ° f 33 mUCh aS * 4 "Uion--v.r.u. 
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in this scenario, about 15 percent of Taiwan's exports (or 
9.5 percent of GNP) would be flowing to the PRC, and Taiwan would 
account for roughly 25 percent of PRC imports-or a share equal 

*?-lS a bi?l f inn P wn, tS 1985 ' P ? tential "^exports to ?Siwan of 
p-10 billion would account for about 4-8 percent of Taiwan's 
imports and equal 2-5 percent of Taiwan's GNP? 



Potenti al Benefits of Open Trade 



(□) At the currently expected 5-6 percent average annual 

<P^apu\%Sp! W ?" tl a t d achieve the present Os'IEXSTliving 
* , cap a GNP) ln 35 V ea « and draw even with the US in about 75 
us stanrfji <i 8~p6ccent rate of growth, Taiwan would achieve present 
US standards in about 25 years, and equality in about 35 years 

£11%? 18 ?H Uk ?i y that Taiwan could maintain an S-percen? growth 

Ittv It t h2°MnH r J 5 y t at ti fc 5 e P0int remains that the longer it can 
stay at the higher rate the faster it will approach US standard 

in TaL^n 0 and t i°n S n aSSU ^ annUal P°P ul ^ion o? l!!'£?c& 

3.3 percent) percent ln the °S, plus annual US GNP growth of 

of TaiSan TnTTtt t^o^fr y °!- the PRC iS mUCh lat 9 e ' "an that 
it, ioi S • trade alternatives are more numerous, an increase 

e?fect"o ai rh2 L ta ? e iS not likel y b * itse " to have much of 
trl%t h J the , PRC, ?/ate of growth. To the extent that expanded 
unltrJH U? S l6 ! S i deol °9 ica l resistance, however, and a be e 

p"gma^sm T^tV^ """^ •^^USV^ 

n-r.fi^ T ^ e PR C might find particularly attractive Taiwan's 

ies for stimulating savings, constraining inflation? pricing 
se?ii a !n a if ribUt i n9 loanabl e funds, maintaining low deb? pC1Clng 
prc tZJTr T eXP u Ct rati0s ' and structuring customs duties. If the 
^»^ ail 2 r ? d ? uch strategies to its own situation and otherwise 

re , cenr D a\t«n ,n ^ 0Ve its . ec ° n °™i<= policies, it cou?o sSn its 
"". nt Pattern of economic growth and thereby challenge the records 
of the Asian tigers of the last three decades. records 

Political Considerations 

system C fac» h nn la ^L PRC economv . and its tightly controlled social 
frnm ob D ectively significant economic or security risks 

t«V?Jl V "Panded, completely open trade with Taiwan sSccess- 
ln\l y f^" 9 , T31Wan into normalizing trade would significantly 
PRC r ? d ° raest ic power and prestige of the pragma^sJs in the 
PRC, largely because it would be seen as a step toward reunifi- 

the'th^.^TT' 8 ° f ref ° rm ' °" the other "and, might seize upon 
the threat to Communist social objectives from exposure to the 
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»J«S? l0 2i ca11 ? P? u " tin g" lifestyle on Taiwan-no matter how 

tStall? evU 5™E.J ? d6 S S 00 TaiWan view the Communist Party as 

l..-.™^^?."!^^ w^c^re'st^ea b?^?™ ' S 
poUcymakersin arguing against the op^i'g"! trade: " 

—They fear that Taiwan's highlv mobile, accessible and fv=,„ 

Taiwan Strait grew significantly. 
~~?£! y J!?^- th ? t T * iwan ' s smaller economy would become tied to 

i c !l . , Even the current 3 percent of exports or 

< u > The Open-Trade Debate 
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PK y .SSSlS h norE2 i 5J™J y °i tra< V ith increasingly pragmatic 
PRC should not be dismissed out of hand. They argue that the 
faster economic growth derived from open trade with the PRC not 
only would generate higher consumption, plus investment in plants 
producing for export, but also would permit great" investment in 

a h nd US „e n w'tec°h^io^^ 1S ' h ° SPitalS ' *-«to?i-, ".^.nt.?.. 

insuLtf ?K n - t , ead S aC9 ? e that the a ^horities on'S c u ° 
J??™! £. 5 V a * and .* 9ainat the more serious results of such fluctu- 
s „ 'f significantly increasing foreign exchange reserves as 
n ?„ P ° C n a /" d b) re ^ uic ing firms trading with the 

suLtan^a? ^"ni ^ de ?- /eqUi ^v. rati0S ' stcon 9 balance sheets, and 
suDstantial trade relations with other markets. 

Taiwa£ h ?J; e |.!!! V ?.-J e 5 celativel y.°Pen seminars on these issues in 
Taiwan in the last few years which have been fairly well covered bv 

strongest possible terms, that increased traSe wi?h the PRC could 
greatly benefit Taiwan's economy and be carried ou? in a safe 

On the other hand, several well -publicized arrests and trial* 
of businessmen and fishermen negotiating large direct deals with 
the PRC-reportedly including investments i n 9 plant--have forestalled 
any vigorous movement to liberalize trade. rorestalled 

(C/NF) Outlook 

If the PRC continues its current, relatively Datient ahHn.no 
tow 3 rH ev ! ntU3 ^ " u ?ifi«= a tion and also contiiuesits progress 
toward internal political stability and economic pragmatism KMT 
leaders probably will acquiesce indefinitely in the moderate rate 

by^wanlor ?h°e ^rr^.^uS^ ""^ ^"-SSn.d 
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